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Abstract 
 
Redenomination, suddenly came up again in 2010, when the central bank of Indonesia announced their plan to 
redenominate rupiah currency up to three zeroes. Many questions came up, what is the impact of redenomination, or 
is it the same as sanering policy that happened in 1950. Although the governor of the central bank of Indonesia, 
Darmin Nasution has confirmed that redenomination is different with sanering, it still cause pro and contra. Many 
countries have already implemented redenomination, and many of them succeeded, but many of them fail. To make 
redenomination success the most important things are low inflation rate, stable economic growth, guarantee of price 
stability and good socialization to the society. The objectives of this study are to know the impact of implementing 
redenomination in Indonesia from Indonesia citizens’ perspective. The variable that is used in this study is only one, 
redenomination with 8 indicators. The sample data is taken from 100 peoples, who know what is redenomination. 
The results have been analyzed by using Structural Equation Modelling. The result shows that the greatest impact of 
redenomination according to Indonesia citizens is restoring the credibility of Indonesia (lambda loading = 0.87), 
followed by that redenomination is favorable for Indonesian citizens (lambda loading = 0.86). 
 
© 2012 Published by Elsevier Ltd. Selection and/or peer-review under responsibility of the Asia Pacific 
Business Innovation and Technology Management Society (APBITM).” 
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1. Introduction 
 
Redenomination has been growing out to be a hot topic in Indonesia, since the central bank of 
Indonesia announced their plan to redenominate Rupiah currency up to three zeroes in 2010. 
Redenomination is a simplification of the unit price and currency values. Redenomination has their own 
history, many countries had experienced it. One of country that suceeded in redenomination is Turkey in 
2005. The exchange rate was 1 new turkish lira for 1,000,000 old turkish lira. Many countries had failed 
implementing the redenomination, like Afghanistan, Zimbabwe, and Israel. In Afghanistan, after two 
months they implemented the redenomination, their domestic currency value is decreasing sharply. Israel 
most recent currency reform was undertaken in September 1985, with the creation of the new ñ divided 
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by 1,000 ñ shekel. Israel was in the midst of a stabilization program at the time; but in August 1985, 
inflation was still at an annual rate of 386 percent (Central Bank of the Republic of Turkey 2004a). There 
are still many countries, but one of the countries that ever redenominated is Brazil, which is 6 times. The 
main purpose to have a redenomination of their currency is to deaden the problems in accountings, 
statistical records, data processing systems and payments systems. The second was a mean of restoring 
credibility of their currency.  
For Indonesia, redenomination is not a new word. They have experienced it in 1950, but it is likely to 
be called Sanering or “Gunting Sjafruddin”. Money paper must be cut into halves, the left one could be 
use as payment tools but with exchange rate decreased into half. On the other hand, the right one cannot 
and must be exchanged with country’s obligations with half values that will due for the next 40 years. The 
difference between redenomination and sanering is that in redenomination the nominal of the money 
value is still the same, on the contrary in sanering, the money value’s decreasing. For instance, if the old 
Rupiah for one kilogram of rices is 5000, and the goverment perform the sanering and cut three zeroes of 
their old currency, so for 5000 old rupiah will be similar as 5 new rupiah, but in this case the price of 
good will not change unlike redenomination. Indonesia’s people afraid the redenomination that will occur 
nowadays is the same as sanering.  
There are four absolute requirements to conduct a redenomination policy : A stabilized economic 
condition, low and stable inflation rate, guarantee of price stability, and the last is socialization to the 
society. The cost and risk of redenomination is high, goverment has to spend a very high expense to print 
new notes, coins, to dispose the old notes or coins, and expenses for public education to teach citizens 
about the redenomination that they will applied.  
Redenomination has two roles. The first one is it can be used at the end of stabilization, to signify the 
citizens and private markets that the day of high inflation are over. A new currency is largely the result of, 
not the cause of, stabilization (Bernholz, 1995). In this role, redenomination is just a symbolic event. 
Redenomination is used as a symbol to a reform process, not a tool to end a high inflation rate. In Angola, 
Congo and Nicaragua, when redenominations are employed, perhaps repeteadly, high rates of inflation 
are still exist. So the effect of redenomination is not to decrease the high rate inflation, but rather as a 
symbol only. Futhermore, redenomination can be used as part of a stabilization process, an effort to 
change citizens inflationary expectations (Mosley, 2005). Marques and Dehaene (2004) posited that 2 
major processes can occur when a country is adapting to a new currency: rescaling (transforming all 
prices in the old currency to values in the new currency at the same time) or re-learning (memorize the 
new prices of consumer goods one by one).  
 
2. Theoretical Background 
 
2.1. Redenomination 
 
The definiton of redenomination by Dogarawa (2007) is a policy to change the denomination of a 
currency at particular ratio. Currency redenomination also can be a means by which governments attempt 
to reassert monetary sovereignty and as an end to a reform process, rather than as an instrument itself of 
stabilization (Mosley, 2005). 
Ignacio Mas (1995) suggests that, while the use of currency redenomination as a mechanism of 
confiscation is more the exception than the rule. 
Another definition of redenomination is a process whereby a country’s currency is recalibrated due to 
significant inflation and currency devaluation (Aziz, 2007). 
 
2.2. Devaluation 
 
A devaluation is foremost a monetary phenomenon and that is effects derive from the reduction in the 
real value of money attendant upon a devaluation (Dornbusch, 1973) 
Currency devaluation is often considered to be a tool for improving the foreign sector of an economy. 
It is argued that a devaluation or depreciation of currency raises the price of imports in comparison to that 
of its exports, and this causes the trade balance to improve (Kalyoncu, et al, 2008) 
 
2.3. Difference Redenomination & Devaluation 
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Redenomination is used only for internal purpose only, for their country it self, unlike devaluation that 
is for changing the foreign exchange rate. Where devaluation is part of a credible macroeconomic strategy, 
is combined with appropriate counter-inflationary fiscal and monetary policy, and  leads  to  a  new  
exchange  rate  that  is  perceived  by  private  capital markets  to  be close  to  the  equilibrium  real  rate  
or  below  it,  it  will  have  a  positive  effect  on creditworthiness and capital flows (Bird and Rajan, 
2003) 
 
2.4. Sanering 
 
Sanering came from Dutch, which means restructure, clean-up, and reorganization. In monetary 
science’s context sanering can means as cutting the money value to reduce the high inflation rate. 
Example, Rp 1.000 the value is decreased to Rp 100, while the price of goods is still the sam 
 
2.5.  Inflation 
 
Definition of inflation according to Gottfried (1960) is the condition of rising prices, an expansion in 
the monetary circulation; more precisely, as an increase in the quantity of money times the velocity of 
circulation of money, market value for short. 
 
3. Methodology 
 
3.1. Research Methods 
 
The purpose of this research is to develop a research model that aims to test the research hypotheses 
that have been determined based on the study of literature to address the identified problems. The method 
will be used in this study will refer to the references that can perform simultaneous analysis processes 
associated with multi-variable model of research that is Structural Equation Model (SEM) (Hazlina Abdul 
Kadir et. al, 2011) 
3.2. Types and Sources of Data 
 
This study uses primary data sources, namely the data obtained directly from the answers of the 
respondents, direct observation of events, and objects (Sekaran, 2000: 57). The data in this study obtained 
from the questionnaires distributed to the respondents which understand about redenomination in 
Surabaya 
 
3.3. Samples and Populations 
 
The sample size use in this study is 100 people, who knows about redenomination, so at the first 
questions we ask whether they know or not about redenomination, if not, then the questionnaire is not 
valid.  
Data captured techniques used in this study is the non probability sampling where the questionnaire as 
the primary means of data collection. 
 
3.4. Data Collection Method 
 
Data retrieval is done using a questionnaire distributed to respondents in accordance with 
characteristics described earlier. Further assessments for respondents’ tabulation of the research and 
testing research models using Amos software version 16.0.This research will be conducted from May 
2011 to July 2011. 
 
3.5. The Level and Scale of Measurement 
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This research will use the level of measurement intervals with 1-5 Likert scale of measurement. Where 
the number one means strongly disagree, or who has the equivalent of the same word, and number five is 
strongly agree or equivalent similar words (ńũŦůĭġŚįŉġŦŵġŢŭĭġĳıĲıĪ.  
 
 
3.6. Research Variables  
 
Variables that will use in this research is redenomination with 8 indicators. 
 
4. Result 
 
The Full Structural Equation Model can be analyzed and the processing result can be seen in figure 1 
and table 1 as shown below. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Fig. 1 Full Structural Equation Model Source: from data processing using Amos 16.0 software 
 
Model conformance testing is done by looking at the goodness-of-fit criteria shows that this model is 
appropriate with the data or fit with the data that is used in this research. From the comparison between 
goodness-of-fit criteria and full structural equation model, shown in fig. 2, shows that chi-square, 
RMSEA, TLI and CFI criteria fulfilled. 
 
Table 1. Structural Equation Modeling (SEM) Cut-off Value Analysis Result Evaluation Model 
F2-chi-square < 31,4104 24,631 Good 
RMSEA <0.08 0.048 Good 
TLI 
CFI 
> 0.95 
> 0.95 
0.952 
0.966 
Good 
Good 
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Table 2. Regression Weight Full Structural Model Estimate S.E. C.E. 
X1 (Need redenomination) ĸ Redenomination ,428   
X2 (Stabilized Economic Growth) ĸ Redenomination 
X3 (Increase Credibility) ĸ Redenomination 
X4 (Raise Export) ĸ Redenomination 
X5 (Raise Import) ĸ Redenomination 
X6 (Stabilized Politic Situation) ĸ Redenomination 
X7 (Increase Foreign Exchange Currency) ĸ Redenomination 
,287 
,873 
,136 
,145 
,417 
,354 
,182 
,506 
,232 
,228 
,337 
,227 
2,352 
4,105 
1,219 
1,293 
2,996 
2,708 
X8 (Redenomination is beneficial) ĸ Redenomination ,862 ,572 4,174 
 
 
From table 2, it shows that from 8 indicators, there are 2 indicators that is not the indicator for 
redenomination, which is x4 and x5. Because the critical ratio for x4 and x5 is below 2.00.  
From the perspective of Indonesian people, the most important indicators for redenomination is x3, 
which have the coefficient lambda loading, 0.873. It is shows that the greatest effect on redenomination 
ins increasing the credibility of Indonesia. It is supported by theory of Central Bank of the Republic of 
Turkey (2004) The removal of zeros was a means of restoring credibility; one benefit would be that the 
determination in bringing inflation down to single digits permanently is better comprehended. Turkey is 
one of the countries that succeded for implement the redenomination. 
The second highest indicators is x8, with coefficient lambda loading of 0.862. Redenomination is 
favorable for Indonesian people. Although redenomination is only a complementary policy, it have some 
benefit. The first one is of course restoring the credibility, the other is convenience. As the nominal of the 
money is increasing, the calculations is become more difficult, and the process of financial reporting is 
become difficult too. In other words redenomination is simplify our calculations and transactions.  Some 
of Indonesian people still think that redenomination is the same with sanering, but its not. 
Redenomination have a lot of benefit, unlike sanering, here is the difference: 
 
Table 3. Different of redenomination and 
sanering 
Redenomination Sanering 
Purpose Simplify the 
money 
Reducing the 
money circulations 
Effect Buying power still 
the same 
Buying power 
decreased 
Money value 
Implementation 
 
Benefit 
Same 
Economic stable, 
inflation low 
Efficient 
Decreasing 
Inflation high 
 
No benefit 
 
From the benefit that the Indonesian people think of redenomination. The effect is that they think that 
Indonesia need to do redenomination, x1 with coefficient lambda loading of 0.428. The use of 
redenomination as a means of improving credibility is ultimately an account rooted in domestic polictics 
(Mosley, 2005) If the goverment succeds in implement the redenomination with monetary reform, it will 
increase the odd of keeping the inflation low and impress the international market, and enable them to 
attract the foreign investment, that will facilitate goverment spending and help economic growth. With 
stable economic growth the political situation will become more stable too. 
Redenomination is different, unlike devaluation that will effect the foreign exchange rate directly. It 
show on the fig. 3 the x7, with coefficient lambda loading of 0.35. Devaluation means that imports will be 
decreasing and the export will be increasing. Exporters will get more local currency, and importers will 
have to pay more, because of the change in the exchange rate. Redenomination is not effecting the foreign 
exchange rate directly, but in some cases it happen. 
The next indicator is stabilized economic growth, with coefficient lambda loading of 0.29. 
Redenomination absent monetary reform will not halt inflation (Mosley, 2005). With low inflation, macro 
economic situation stable, and high reserves, redenomination will make economic growth more stable 
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than ever, but if not, redenomination will make the inflation higher, and have more bad impact than the 
good one.  
 
Conclusion 
 
Based on this study, the greatest impact of redenomination, when implemented in Indonesia, is 
increasing the credibility of Indonesia from other country’ view. The success of implementation of 
redenomination is make the currency stronger, and make the self-esteem of Indonesia’ currency stronger. 
The second is that Indonesian citizens think that the redenomination is favorable for them. So if we look 
at the benefit of the redenomination, it should be implemented in Indonesia, considering that rupiah now 
is one of the 10 garbage money in the world. But before that government have to make sure that the 
requirements is fulfilled before implementing the redenomination. like socializing and keeping the 
inflation rate low. 
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